By JOSEPH C. WAKEFIELD

A YEAR sfler Congress passed the
largest tax redustion in history—the
Economic Recovery Trx Act of 1951—
the Federal govermment was faced
with mounting deficits over the next
3 years., Az a means of reducing these
deficits, Congress passed, in mid-
Auvpust, the Tax Equity and Fisca] Re-
spongibility Act of 1988; it was signed
in early September. Over a 3-year
pericd—calendar years 1882-84—the
act provides 375 billion in additions)
receipts, $6 billion in net expendi.
tures reductions, and hence a reduc-
tion of $81 billion in #he Federal defi-
¢it an the pational income and prod-
wet secounting (NIPA) bagie {talile 1).
Major faatures of the set are:

* Withholding of 10 percent on in-
terest add dividend payments, ef:
fective July 1, 1983,

v Strengthening of compliance pro-
visions, such as the reporting of
Btate and loaeal governmant
income tex rafunds,

+ Modification of the deductions for
medical expensezs and casualiy
losges, generally effective Janu-
ary 1, 1983,

* Eepeal of modified coinsurance
trensactions, effective dJanuary 1,
1882, and introduction of vkher
changes that reduce inserance in-
dustry taxes.

* Kepeal of safe-harbor leasing, of-
fective January 1. 1984, and en-
actment of various ofher modifi-
cations and restrictions for leas-
ing that are generally effective
July 1, 1982,

» Modifieation snd tightening of
regulations governing long-texm
contract accounting, effective
January 1, 19883 for new con-
tracts.

* Temporary increases in airport
and airway taxes, cigarette taxes,
and telephone taxes,

* An increase in the wage base and-

tax rate for unemployment taxes,
effective Jannary 1, 1983.
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» Extension of coverage to Federal
emplovees of hozpital insurance
undar medicere, sffective Januo-
ary 1, 1983,

* Payment of supplemental unera-
ployment benefits up to 10 addi-
tional weels, effective September
12, 1982, through March 31, 1983;
and

» Reduction in medicare and medic-
aid gpending, generally effective
Oetober 1, 1922,

Receipts

Heceipts are increased in aach of
the & years §2.3 Bbilllon in 1982
(mestly in corporate profiis tax accru-
alz}, #3319 billion in 1983, and $40.0
billiox in 1984,

Personal fox and nontax recelpts

Pergonal tax apnd nontax receipts
are {nereased $18.0 billion in 1988 and
$16.7 billion in 1%84. Withheld income
taxes account for a significant part of
the 1988 increase and more then ac-
count for the 1984 increase, largely
due to the Ipercent withholding of
jnterest and dividend payments. Var.
jous other compliance provisions, in-
cluding the reporting of State and
local income tax refunda, interest,
and tips, also increase withholdings.
The exemmption of certain independent
contractors, such as real esiate
agents, from withhwlding reduces
taxes slightly.

Declarations and net setflaments
are increased by a number of provi-
gions, although on balance they de-
cline after 1983 dus to the withhold.
ing provision for interest and divi-
dende. Az individuals pay taxes on in-
terest and dividends thronghout the
yesar, their declarations and net settle-
ments will be reduced.

Among the provisiona increasing
declarations and net settlementa are
the modificationa to the deductions

for medical expenses nnd casualty
Yosses. The act repeals, effeciive Janu-
ary 1, 1983, the deduction for one-half
of heslth insurance premivms (up to
%150} and increases to b parcent from
3 percent the amount by which medi-
cal expenses must exceed adjusted
grnes income to be deductible. The de-
duction for prescription drug costs ex-
ceeding 1 percent of adjusted gross
income is aieo repealed, effective Jan-
uary 1, 1984. Thereafter, only legally
preacribed droge and insulin are de-
ductible. The act establishes a new
floor for casuwalty losses at 10 percent
of adjusted groes income. Combined,
these two provisions inereage taxes
$2.5% billion in 1934. Rapeal of the 15-
percent add-on minimum tax and re-
vision of the alternative minimom tax
increeses tames $0.7 hillion. The re-
dugtion of the income thresholds—
from $20,000 to $12,000 for single re-
turns and from $25,000 to ¥15,000 for
joint returns—that limits the inclo
gion of unemployment benefits in ad-
justed gross income increases taxes
30.6 billion.

Corporale profils fax acernals

Corporate profits tex sccruals are
increased $9.2 billion in 1983 and
$15.2 hillion in 1984. A few of the pro-
vigigns, particularly those relating to
insurance (vetroactively offective to
January 1, 198%2), affect taxes in 1982,
The eafe-harbor leassing modifications
and restrictions, including restyictions
on the amount of deductions for accel-
erated depreciation and the invest-
ment tax credit (generally offective
July 1, 1932), increase corporate taxes
$3 T htlllun in 1884. Other major pro-
vigions increasing these taxes are: (1)
limitations on the i{ax benefits that
arise from mergers and acquisitions;
(Z) modification and tightening of reg-
ulationsa governing long-term contract
acconnting; (3) requiring the amarti-
zation of construction interest and
taxes over 10 years instead of allow-
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ing deduction on a current basia; {4)
modification to the investment tax
credit, such as requiring deduction of
one-half of the value of credits hefore
computing depreciation for a new
asset, instead of allowing the depreci-
ation of the full value; and, (5) a 15
percent reduction, generally effective
January 1, 1888, in several corporate
taz preferences, such as deductions
for raining exploration and develop-
ment and for depletion of cosl and
fron ore,

Indirect business fox and montax ac-
crucle

Indirest hbosiness tax and nontax
mtcTuala are increaged §5.1 billion in
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1983 and $5.7 billion in 1984, Various

generally effective from Sep-
tember 1, 1983 through December 31,
1987, increase airport and airway
taxes; these changes include; {1) the &
percent tex on domestic air passenger
tickets i8 intreased to 5 percent; ()
the 4-cents-pergallon tax on other
noncommercial aviation fuels 3 in-
creased to 12 cents; {8) the impoaition
of a l4venis-pergellon tax op other
honsommercial aviation fuels; (4) the
reimposition of the S-percent tax on
air freight waybills; and () the reim-
pogition of the $3 per person interna-
tional departure tax. Other oxcise tax
incroases are for cigaretles and tele-
phone zarvices, The tax of 4 cents par

Bepiember

package of cigarettea is doubled, offec-
tive January 1, 1983, through Sepiem-
ber 30, 1985. A gpecial tax iz algo im.
posed on cigarette floor stocks re-
moved before the effective date, and
held for snle on thei date. The cur-
rent l-percent telaphone tax (which
was scheduled to expire after 1984) is
incressed to 3 percent for calendar
years 1988-85. The act also rapesls a
windfall profit tax edjustment for cer-
t;isné Alaskan oil, effective January 1,
1983.

Coniriliutions for social insurance
Contritutions for mocial insurahce

are ineraased $35.9 biflion in 1988 and

#4.3 billion in 1984, The inecreage in
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the unsmployment tax wage base (to
$7,000 from $6,000) and in the basic
Federol tax rate (to 9.8 percent from
a7 k) inmaﬁe contributions
$2.% billion in 1954, provigion re-
quiring Federal employees {0 pay the
current 1.3 percent hoapital insurance
tax under medicare {on & wage base
of $35100) will be matched by em-
ploying agencies, therefore doubling
the impact on NIPA contributions,
The act also provides for a temporary
suspenaion of the limitation on
annual inereasas in ewpplementary
medical insurance premiums, effec-
tive Juiy 1, 1388 and 1984,

Expenditures

Expendituves are increased $0.9 bil-
lisn in 1982 due to the temporary sup-
plemental unemployment benefits,
but are reduced $2.0 billion in 1983
and $5.1 billion in 1984,

The largest expenditure reduction
ia in tranefer payments to persons,
due to p number of provizions reduc-
ing medicere benefits. The largest of
thess js a limit on reimbursements to
hospitals. Other provisions provide for
private-sector utilization review and
eliminate duplicate payments. Grants-
in-aid to State and local governments
are alzo reduced, largely in medieaid.
Medicald grants are reduced primar-
ily by permitting States to place liens
on the property of permanently ingti-
tutionalized beneficiarian in order to
recover the cost of medical services,
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and by limiting hospital reimburse-
ments. Net intereat peid = also re-
duced through various debt manage-
ment techniques, including variable
interest rates on aevings bonde,

Purchases of goodz and services and
sleo sabsidies Jegs the current surplus
of government enterprises are ine
creased as a result of the extension of
medicare hospital coverage to Federal
employees. Under this provision {on
the MIPA begis), the compensation of
Federal employees will increase by
the smeount of the employer matching
payments. It ia very likely that agen-
cies will have to absorb the matching
payment and that these sypenditures
will not increase.

Otiher Budget Developments

also passed in mid-Angust
the Omnibus Budget Recoaciliation
Act of 1882, providing for an addition-
al $13.3 billion reduction in spending
over the next 3 fiscal years. The
major features of the act are: a §4.5
billion reduction (over the next 3
fiscal yearsy in farm programs; a §4.1
billion reduction in Pederal employee
retirement pavinents; end a $L.% bil-
Iion reduction in food stamps.

The largest farin program reduction
($4.2 hiflion} is for dairy price sup-
ports, or direct purchases of dairy
products by the Commeodity Credit
Corporation. The savinge will be
achigved by freczing price supports
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for fscal years 1983 and 1984 and by
reducing payments up to ¥l from the
current price-support level of $13.10
per hundred pounde in fiscal years
1888 and 1984, unlegs dairymen cut
production sharply. The other farm
program sevings ($0.3 billion) require
new payments to farmers for not
growing crops (wheat, feed grain, and
rice). Detail was not available for a
NIPA iramslation, but thess reduc-
tions would reduce nondefense pur-
chasas and increage subsidias.

The reduction in Federal employee
retirement payments will be achieved
by a number of provisions. {1) Cost-of-
living adjustments (ODLA'S) are re-
duced by &0 percent during the next i
fiscal years for retirees below age 62,
{2) The effective date of the QOLA’s in
cach of the pext 3 yeare ig delayed &
month. Intead of paying COLA's on
March 1 annually, they will be paid
in April 1983, May 1984, and June
1986. (3) “Double-dipping’ by military
retiress who obtein Federal civilian
jobs iz eliminated by redocing the in-
dividual’s civilian pay by the amount
of the military COLA. (These provi-
siona reduce NIPA transfer payments
to persons.)

The reduction in food stamps will
be achieved thvough a host of pro-
gram changes, including a 1-percent-
gpe puint reduction in COLA's in Oc-
tober 1382-84, and rounding benefits
down to the next lowest dollar. (These
provisions would also reduce NIPA

transfer payments to pereona.y



